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RE: Classificstion Status of USM #59 - SWB's Consumer Segment Extended
Area Service Product Plan

DATE: February 17, 1994

This document was introduced into evidence in Docket 11840 as MCI
entire document without any redactions was introduced into evidence in Docket 9090
a3 USM #59. 1t was ordered deci.ssified in that docket by Examiner Order No. 28,
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CONSUMER SEGMENT
PRODUCT PLAN OUTLINE

Executive Summary

This section should provide a synopsis of the plan
highlighting:

A. Product Overviev - Summary of Part II

B. Narket Strateqgy -~ Summary of Parts IIIA to IIIE
C. Product Objective - Summary of Parts IIIG & IIIH
D. Action Plans - Summary of Part IV

B. Critical Issues - Roadblock/Contingencies

Product Overview
A. Product Analysis
1. Product Description

a. Describe product features and benefits.
1. Needs product meets
v2. Differentiation from similar or competing
. products
7 3. Tie=in with other products
4. Value SWBT adds to product
. Multiple applications
‘B. Optional features to be offered
/€. Technology used to provide service
d. Service differences due to serving ¢.0.
/ technology
ve. Regulated/Unregulated (KCO #)

2. Product Life Cycle

a. Life cycle stage

b. Expected product life
. J e. contribution revenue/sale: annual & life
", d. Current penetration level, i.e. (mkt. share)

e. Qurrent growth rate by stats and company
£. Penetration potential

B. Narket Analysis

1. Market Characteristics

a. Availability (state, metro, etc.)

b. Size of current market

€. Market growth potential

d. Seascnality of salss; cycles

e. Identify/describe market trends such as

industry use or end-use patterns
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¢. Customer Characaeristics

a. Demographic targets

b. Psychographic targets (clusters)

¢. Describe customer needs

d. Customer lifestyles and attitudes

e. Customer perception of product

f. Customer application and product use.
(When does customer use product?)

3. Market Environment

a. Identify and diseusl regulatory climate

b. Discuss economic policy situation

c. Discuss environmental (political,
technical), or consumer (social,
demographic) affair impact that may
be pertinent to the product.

C. Competitive Analysis

trends in competitive market
past results and strategies

(3) Evaludte their resources for new prod
dovclop-.nt

(4T\l¥;%:;gg_snniz-abﬁttty-ee—-azsot,
4 ¢ and manage.

<. Internal Te

L Competitors

a. Market share of each
b. Competitor strengths and wveaknesses
c. Competitor strategies

(1) priecing

(2) product diftornatk&tion

(3) promotion/advertising

(4) distribution channel
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III. Narket Strategy

A.

c.

Product/Family Strategy (Feature Strategies)

1. Planning Assumptions A
2. Identify strategic alternatives, customer
targets, competitor targets, and core

stra

a. Tariff £11ing schedules
b. Technology deployment schedules

Promctions Strategy

1. Special/seascnal promotions/campaigns
4. Incentive programs: base/special
3. Promotions calendar

4. Trade shows

Pricing Strategy

1. Current/proposed price structure
2. Pricing incentives
3. Discounts

Distribution Channel Stratagy

1. RsC
2. PPC
3. DM/DR
4. Other
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E. Service Strategy (Segment Plan Only)
P. Marketing Objectives

1. Describe product objectives
2. Relate product objectives with these of
product line, segment,and Company.

3. Current year forecast/actuals; demand and
revenues

G. Priorities

1. Current Year .
2. Short term (1= years)
3. Long term (J3-% years)

Action Plans
A. Price Actions

Summarize planned tariff filing schedules and
pricing actions for product over the next vear.
Use broad statement to address second and third
year plans.

B. Product Actions

Summarize planned changes/enhanceamsnts te the
product over the next year. Use broad statsaent
to address second and third year plans.

C. Promotion Actions

Summarize planned promotions actions for product
over the next year. Include promotional and
advertising objectives. Use bBroad statement

t0 address second and third year plans.

D. Distribution Channel Actions

sSumsarize planned channel actions for product over
the next year. Use broad statement to address
second and third year plans.
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I. BXECUTIVE STIOORY

Extended Area Service (EAS) is defined as any expansion of the
local service calling area to include two or more exchanges that
would othervise be long distance points. EAS plans may be
optional or -non-opticnal, flat rate or usage sensitive, l-wvay or
2-way, and may or may not include contigucus exchanges. When

possible, plans should utilize 7-digit dialing because it is
perceived as local sarvice.

Some type of EAS plan exists in all five states in SWET's
territory, with all plans being a regulated, tariffed service.
All nev arrangements or changes to existing plans must be
approved by the various state public utility commissions.

&~ Most of the market potential appears to be in the areas cutlying

Lf the metropolitan exchanges. We expect to experience most growth
X during the planning period in Texas where we will be implementing
s 25 Extended Metro Service (EMS) routes cver this time frame.

3 in this decade; therefore, it is important that wve grov the EAS
revenue stream by implementing customer responsive plans and
stinulating the sales of EAS plans. We plan to promote the sale
of ZAS by adding EMS to the service representative sales reports
and including EAS in the base incentive program. This
stimulation of sales will be a top priority during the planning

. period. i
A ,

Other priorities include developing EAS expansion plans for the
top 10 LATAs in terms of revenuss. Whenever possible, the
expansion of local calling scopes will be used to satisfy the
continuing regulatory demands for revenue reductions and

A major assumption is that ve will lose our 1+ dialing privilege q!E

)

4 b{'qivo-back:. We also plan to introduce EAS promotions in the
- RV RPPCs in hopes of driving the subscription rates to maximum
9 levels.

er, khat cur ¢fforts to expind local callirg ‘6’”
challenged by the Interexchange Carriers (IX¢s) )
adent Local Exclange Companies. SWBT has A\
indepandent LE for years Ahrough the toll/ pools 4
and they us %o continne doing so. /Expanding EAS local
service w ~ less /revenues frop th - poSIs he
IXCs do not/wvant eroding Tt -TALATA Bmar vwiieTe Yhey hope
to expand spme day; - . ’ Co ’
. ’ T T 81 3
E five -« ¢ : ®vminm uof Comagey
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A. PRODUCT ANALYSIS | LTI .
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Extanded Area Service (EAS) is defined as any expansion of the local
service calling area to include two or more exchanges that would
othervise be long distance points. Although traditional EAS plans
were generally non-optional, flat rate, i-way plans, today's plans
may be optiocnal or non-optional, flat rate or usage sensitivae,

1-way or 2-wvay, and may or may not include contiguous exchanges.
When possible, plans should utilize 7-digit dialing because it is
perceived as local service. However, scme forms of existing plans
are provisioned using 1+ dialing. :

For billing purposes the two basic types of EAS plans are bundled
and unbundled. Unbundled plans bill the EAS rate as a separats
additive from the access line rate. In bundled plans one USOC bills
both the EAS portion of the rate and the access line portion (for
example 1ER). Whether EAS is offered bundled or unbundled, our
strategy is to offer flat rate LAS as our premium access line

service. A list of the EAS plans currently available is included in
Attachment A.

sSome type of EAS plan exists in all five states in SWBT's territory,
with all plans being a regulated, tariffed service. All nev
arrangements or changes to existing plans must be approved by the
various stats public utility commissions. Kansas, Missouri, and
,f/' Texas have improved regulation plans in place that prohibit raising

local exchange rates for a specified period of time. This includes
ates for most existing EAS plans.

Although EAS is a replacement service for long distance, it differs
from long distance service in that EAS is usually flat rate, while
long distance is usage sensitive. This same difference applies %o
mobile service, wvhich also competes vith EAS. Competition will be
discussed in greater detail later in this document.

A benefit of flat rate EAS to our customers is the security of
knowing that they can make unlimited calls in their local calling
area vithamik. ooncern for usage sensitive long distance costs. With
the flat option, customers have the security of knowing how
much theirs vill be each month. Although flat rate service may
actually coet some customers more than usage sensitive service, it
is often perceived as being less axpensive. -

nefit /of 2-way seryice.
customerys do not need thy servile for cutge
free intoming calls.

Many of ©
calls, but for

Kif{s withoyt worrying about/ the Also/children can call from
scho at anytime foy no a In consumer £
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purchagsed the sgIrvige
relatives coul_ cal

¢ Tisiest vay to provision EAS is by using dedicated NXXs:
howvever, because nev NXXs are generally not available this is not a
viable alternative. Community Optional Service (COS) in Missouri is
provided using called screening tables. The probles with this
method is that return calling must be made using 1+ in order to
record the usage. We are investigating alternative methods of
providing 2-wvay IAS, including recording all usage and an
provisioning using an overlay network. We have also been informed
by Network that optional plans can be provided as part of the
Tlexible Services Production (FSP) which is currently in the
planning stage.

2. FRODUCT LIFE CICLE

Since there are many different EAS plans available, it is impossible
to place EAS in any one stage of the product life cycle. Scme plans
such as the service available in the 3zd and 4th tiers in Missouri
have been available for many years. The penetration rate is very
high, 92% and 77% respectively, and the service is in the late stage
of the product life cycle. Other servics, such as the Texas First
routes, have just been introduced. Penetration is low and the
service is in the early stage of the product life cycle. The
product life coincides with the product life of the access line.

Likevise, it is impossible to make universal assumptions about
contzibution. Whers the community of interest is strong, the
penetration rate is high and our customers buy-up. When customers
purchase plans for reasons other than econoamic choice, the plans are
profitable. If only those customers vho cCan save money purchase the
EAS plan, the service will lose money. The Dreak even point is
different £or every plan. Since the rates have often been set based
on forecast panetration rates, profitability has depended on
pPenetraticsl’ In the past the penetration potential has usually been
achieved viRfiin a short-time aftar implementation. We plan to try
to stimulate penetration on new routes tc maximize profitability.
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1. MARKET CEARACTERISTICS PN S

As stated earlier some form of EAS is available in all five states
in our territory. It is not available on a statewide basis. 7To
cbtain EAS a community must pass certain community of interest
eriteria. TFor example, to obtain CO8 in Missouri customers in the
petitioning exchange must make an average of six calls per access
line per month to the target exchange and two-thirds of the

Customers RDUsSt 3ake At least two calls per month. Criteria in the
cther statses are similar.

The market's demand for EAS is esasily demonstrated by the large
number of reguests OUr Customers make to the various state
commissions, as well as by the large take rates of many of our
existing plans. Most of the market potential for EAS appears to Dbe
in the areas ocutlying large urban communities vhere the surrounding
sxchanges have grown in population and in the degree of interaction
with the adjoining metro communities. In rural areas as wvell, the
community of interest has grown beyond the traditional exchange
boundaries. Our customers want local calling into the metro areas
close to theam, to their county seat, or any other community whers
their businesses, hospitals, schools, or othar services are located.
As our customers' communities of intarest expand, so does their
demand for EAS. Customers are no longer satisfied with calling
scopes that vere traditionally dete ed by technology or the
location of our central offices.

Most of the market growth potantial is in Texas vherse we will be
implementing 25 Extended Metro Service (IMS) routes over the
planning period. As stated earlier the penetration potential is
usually realized reslatively quickly on EAS routes. Due to the
regulatory lag, there is usually pent up demand for the service by
the time it is available. Since long distance usage and revenues

are experiencing sloved growth, the need for customer responsive EAS
plans is even gresater.

2. CUSTOMERR CEARACTERISTICS

Our target includes all customers in SWBT's franchise territory
where EAS B available. All households in our territory have been
segnanted Mased on paychographic and behaviaral characteristics
through the use of ths Cluster Analysis devaloped by LINK Resources.
An analysis has been done in Texas to deatsriine in which clusters

customers who purchase EAS are located. In future campaigns ve can
tazget those same microvision codes.

Although we have not done any substantial customer research, we have
deternined through focus groups that customers buy EAS for reasons
other than economic. Many customers preler the security of flat
rate calling into the exchange whaere they feel a community of

;ntnrcst. Other customers do not make calls to the target exchange.

BT LT
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Byt vant othcrs to be able to call them at no cnargc. Some
custoners aaid they felt cuteff from friends and relatives withecu:
this free calling. Even though they may not be saving money, they
still believe that the service has value to them.

Service Providers (ESPs) pecome nore common, the demand
for will ingérease. Résidence

bousdary ~ill demand accegss to the services th¢ metro custeoyers
havh access to/at the sape prices. /We will /receivy pressure £z
same reasons.
ers located

3. MARKET ENVIRONENT

While the current regulatory environment in our five states in
generally not favorable, EAS is helped by the fact that the customer
is on our side. Since regquests for nev EAS routes are placed by
customers or local government representatives with the state
commissions, the commissions are well avare of the customer demand
for the service. Our problems with the state commissions generally
are pricing and pooling issues. Even though most commissioners
believe that EAS is a local searvice, they are reluctant to classity

_ the ravenues as local and remove them from the intralATA toll pools,

or other settlement arrangements. Most commissicners feel an
obligation to keep the intrallATA tell poeol whole. The smaller
Independent Telephone Companies rely on the toll pocls for a large
percentage of their revenues. Commissions feel cbligated to protect
the customers of the independent LECs from experiencing rate shock
that they believe could occur if large amounts of revenues ars
removed from the toll pools forcing the independent LICs to recover
these revenues from their own customers. Since classifying the
revenues as local is essential to the profitability of EAS, Indust:ry
Relations plays a crucial recle in our markating strategy.

When ve do manage to convince our commissions to classify the EAS
revenues as local ve still have some pricing differences. In three
of ocur states, Kansas, NMissouri and Texas local rates are frozen
under improved regulation agreementa. Therefore, we have no
flexibility to raise prices. Our local rates are among the lovest

in the natigp, and ocur commissions try to keep local rates down.
Mest stat mmissicners prefer optional EAS plans becausse under
nandatory

avaryone pays for the garvice vaether they want it or
not. We share these concerns about the effect mandatory EAS has on

universal service, and prefer plans that offer our customers
options.

Whenever possible we will use EAS as a vehicle to give back money in
our territory. Thasa opportunities may come up when negotiating new
improved regulation agraemsnts, .a:ningl complaints, etc.

As the econcmy in our region continuos to suffer and access line
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1. BXTIAMAL COMPETITORS

At this time intralATA
i and Texas. Since SWRY has

mugt use special dia Although at this time pnly an
estimated 3.4% of ingralATA ainutes/of use is carrier by th¢ IXCs,

is an advantage thea that they are alloved to carry ifterLATA
affic alse. Many/customers prefar that one carrier handle beth
eir interlATA and/ intralATA calls. ‘

ve not vigorouply opposed expansion of /the lecaz~\\\

on will lowver
AS ve mors a

lling scopes: h
t more competi

short haul toll rates
e heed for EAS.

eliminate
ively sesek to expand lo

al calling

ve anticipate that the IXCs will become more invelved in the
egulatory procas In face, a recent meeting of an usery
ask force in Mispouri, a reprepentative of AT&T indicaged that they
nev ¢ policy to e any nev expansions ¢f local
1ling scopes
—
nterexchange iers face y barriers in competing/with EAS. as
entioned earliqr, intrTalATA tition is alloved only in Missour:
d Texas. es BuUsSt regeive state commission approval to
nter the markef in the other/three statas. To arr
ntralATA presupscription, ies would also have
ocmmission app At thig time, there may not be large profits
vailable in short haul tes vhere EAS plans arg generally
ffered. SWBT is times the lov cost provider in these
hort haul rou Where ¢ cition is allowed, the{IXCs must pay

e top ¢ + ATET, MCI and Sprint, are formidablle competitors
th in tazgs es and interlATA market share. Up to this
int, thefy® s se to have been on the inteilATA market.

CZAlATA mariet is receiving more and sore attention.
ourcss, regulation presants a huge

5 etitcss!

gain the right te compete for intralATh traffic in
tates, and to have our 1+ dialing priviilege removed,
place sometime before thej year 2000.

ile the IXCs
rdle for th
zategy is to

While these tolll services gre in competition with EAS| thay do have
Toll rites are usage sensitive, livay plans,
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bDelief That our customers prefer flat rate/se
customers Buy EAS for the 2-vay cption.
we aust sell these benefits of EAS.

ce, and many
n order to be competitive,

Ancther competitor for EAS is cellular service. In most cases
cellular companies have wvider calling gcopes than SWBT. Many
companies offer pricing plans vith calling during off-peak hours at
no charge or at reduced rates. Althgugh we have not been able o
measure how much of an impact cell T competition has on EAS, we
believe it will increase as the egquipment and monthly service
continue to become more affordably. :

Cellular companies are also continuing to grow. We know that they
use their large local calling scopes packaged with their flat rate
off-peak packages as a selling feature. In three of the four focus
3/ groups recently held in Texas, customers sajd they use their

cellular service to bypass SWEBT's free local calling area in some
way.

2. INTERNAL TEICO COMPETITORS

Internally EAS is in competition with our oewn intralATA toll and in
some instances Optional Toll Calling Plans (OCPs). All of our
Customers have access to the intralATA toll netwerk--no action is
rTequired on their part to obtain intraldTA toll. On the other hand,
a customer must make a buying decision and take action to purchase
EAS. While he alsc must take action to buy an OCP, advertising is
planned for OPCs to stimulate buying action during the planning
period, vhile none is planned for EAS. However, the existencs of a
product line plan for local access lines, intraldTA toll and EAs,
will serve to minimize competition between thaese products.

on ‘____—’/////
the servi

indicated that
ate, 2-vay,/ 7-digit dialed plans

competition/in the consumer local/ exchange market, customers, /or
their repry tives, bring th

3. ASSESSXIENT OF SW3T COMIRTITIVE P08

The biggest s

acceapt these gervices
have been aciieved by
by ¢he volume of requests for :
groups demonsfrated satisfacylon with
In fact, the gervice is probsdly under

is demgnstrated by the large take rates, vhi
selling on demand only,
receive. In addition,
the gervice and the prics.
priged in several locatjons.
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cptional EAS
‘are scarce and/customers do not like tg change their g‘l.Ph° e

numbers. Allowing cusyomers to kaep
increase pane
to learn what/ our customers want and hov much they will pa

we need to design pl that are cusjyomer respongive inst
regulatory iven.

-

not satisfied. Sin
long distance, ma
toners dialing 1+.
iness customers

Importaftly, ve ajso need to ‘sure that our sal
offeri EAS as premium actess line produce,
underscand hov if works, and

Hovever, historically EAS has been
sold/on a demang only basis/ We must change
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JORKET STRATEGY
PRODUCT STRATRGY
1. PLANNING ASSUNPTIONS

A major assumption is that we will lose our exclusive 1+ dialing
privilege in this decads. Our strateqgy contains five action itanms,
the first aof vhich is. to expand local calling scopes.

A second major assumption is that customers wvant EAS. We believe
that they prefer plans that are 2-vay, flat rats, optional, 7-digit
dialed. Focus groups support this alaulptieq.

Another assumption is that EAS plans can be stimulated. We know
that custcomers do buy up, but we have not tried to stimulate these

plans. We plan to trial a spurt campaign in a Texas market in
December 1991.

Plans are to promote the expansion of local area calling scopes as
an alternative to local rate reductions during regulatory hearings
and in addressing current and future over earning conditions. We
will analyze intralATA usage in ocur ten major LATAs and develop EAS

offerings targeted at satisfying current community of interest
Tequirements.

EAS will be positicned as the premium access line offering wvhere it
is available.

At this time plans are to file a 2-wvay, flat rate, optional service
in Xansas 1Q92. A filing will also be made in Missouri with the
date and structure dependent on the ocutcome of a commission ordered
industry task force. Additional Texas Pirst routes will be added in
1992 and 1993. (See Attachment C for schedule).
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3. PROMOTIONS STRATIRGY

-In 1991, most EAS plans vere added to the service representatives

sales report. Ve plan to add these services to the base incentive
pregram in 1992 once ve begin using the weighting factors. By
weighting the bundled service with a value less than one, we will
pay incentives only on the EAS portion of the bundled rate.

Adding EAS to the sales report and base incentive program will
reinforce to the sales channel that EAS sales are important to the
company. A special promotion will be held in a RPPC in Texas in
December 1991 to increase penetration in Texas Tirst routes
introduced in the 4Q91. This promotion will also be used to
detezrmine if EAS can be so0ld successfully out of the RPPC. If the
program is successful, we will conduct additional campaigns during

the rest of the planning peried. Neo advertising is sched dup
the planning period. ‘ L) uled during
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C. PRICING STRATEGY

EAS has typically been priced at levels that would result in a
revenue reduction if subscription was achieved at penetration rates
based on projected econcmic choice. These take rates were
determined by looking at toll usage samples and EAS take rates in
other areas. We realize that we vill only be allowved to extend
local calling scopes if the customars can save acney. If customers
base their buying decision on economic choice, EAS will indeed lose
Bohey. However, ve knovw that customers purchase EAS for reascns
other than economic, such as security of a stabilized bill or for
accessibility. Therefore, we believe that EAS can be stimulated and
can make money. We have examined booksd revenues on some routes in
Texas and found that they do make money. A Xkey supporting strategy

will be the required promotion of EAS as our company's premiun
access sarvice offering.
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D. DISTRIDUTION CEAMNEL STRATEGY

The primary channel for EAS sales has bean the RSC on nev order
activity. In addition ve are required by the state commissions <o
send direct mail to each customer in the petitioning exchange when a
new route is offered. As stated earlier, EAS will be included in
the base incentive program sometime in 1992.

In addition, we plan to use the RPPC for special promotions, and for
follow up calling after a nevw route is available. If selling is
again allowed in the BICS, service reps should also be encouraged to
look at toll usage to f£ind opportunities to sell EAS.
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2. SERVICE STRATIEGY

~

This section is applicable to segment plan only.

19

valk

e
-

nqersen gl Trmesev
. e g1ed. @B SR e
- ey

A TR

e eRu@ et g 0 T
e . . [add Bal “ '1 -.:-" .c.;'. .a'
we ot PRt ST S i ]
weg Js o0 e S0

k,ﬂpof—"

gcvq-—~’ e "'c.‘) 2
P

‘-j( L3 2 P ' \ BRI I
AN

\-/‘ '.\- ';1 I} .. \ n-r"1 ‘L
I EORMA LT



»eo.

P. JARKETING OBJIBCTIVES

our marketing ocbjective for EAS is to expand the service, especially

in the ten largest LATAs in terms of revenues, in order to
contribute in a positive manner to

ive of the Consumer
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A secend objective is to raise awvareness of SWBT as the provider of

local service as wvell as intralATA long distance.
responsive EAS plans can help te do this.
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G. PRICRITIES

The priorities for the EAS product team ars as follows:
i292

Introducs new EAS plans in Kansas and Missouri
Stimulate Texas First Routes

Develop EAS expansion plan for top five LATAs

pi1F ]

Recommend EAS expansion in St. loulis, Oklahoma City and major LATAs
in Texas

Continue EAS stimulation effort

1294-1997
Inplenment EAS expansions
Continue stimulation of EAS
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1V. ACTION PLANS
A. PRICER ACTIONS
a932

Pricing actions in 1992 will be limited to setting prices for EAS
offerings devaloped to satisfy regulatory demands. Pricing for EAS
will anticipate a predicted level of subscription based on current
MTS usage in the petitioning and target exchanges.

i292

Pricing actions for EAS product beyend 1992 vill begin to occur for
SWBT developed EAS plans as opposed to plans mandated by the
regulators. SWBT price recommendations will be based on current
toll traffic patterns and anticipated usage, as well as historical

penetration rates, demographic analysis, and customer
willingness-to-pay research.
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